
Internal Reveaue Service 

Date: ) U I  1 1 a 

***** * *  
*** ** ***  ****** ****   
******** **** *******  

Dear Applicant 

Department of the Treasury 

~ y i o y e r  Idcntjficr~ioa Number: 
************** 

Form Numkr: 
1120 
Tu Ycan E q d i n ~  
*********** * ** ** ****  and forward 

K** ******
************* * ***

P**** *** *********** 
********** ********** 

Ccatac! Tclqhoac Numher: 
**  **** ************  

Cantad Pcm ID#: 
********** i 1 1 

40 DIP Date: 

rhir is  a final advme ddermination u to your exempt nitus under rction 
501 (cX3) of the Internal R m u c  Code. 

Our advmc dctminatian was made for the following rcawn(a) 

You ham failed to establish that you arc organinxl and obra td  cxclusivcly for 
cucmpi p ~ r p s c s  niihin thc meaning of sec:'on 501 (cX3) of the Intcmal Rcucnuc Code 
You are operated for private bcncfit and yo.x earnings inure to the bcncfit of private 
ind i\iduals 

Contt ibutions to your organization are not dcductiblc undcr C&C x~r ion  
170tc)(2) 

You arc rcquircd to filc Fcdcral income tax rcturns on the form indicated abovc 
I3awd on rhc financial information you furnished, it appears that rcturns should bc filccl for 
thc above ycars Processing of income tnx rcturns and rwsc?sunct~t of  any taxes due will 
not bc delayed because you have filed a petition for ddamtory jbdgment undcr Code 
s t i o n  7428 You should filc returns Tor later ycars with the appropriate wnicc center 
shoui~ in the instnrctions for those rcturns. 

******************** ********** ****  
*** ********** ***** ****** ******* ************  ***  *******  



1f you decidc to contest this dctetnination rtnder the decIaratory judgment 
provisions of Code scction 7428, a pctitio~i to the United States Tax Court, the United 
Stales Court of Claims, or the District Court of the United States for the District of 
Columbia must bc filed within 90 days from the date this determination was mailcd to you. 
Contact the clerk of the appropriate court for rules for filing petitions for doclpratory 
judgment, 

Wc will notify thc appropriate Statc oficials of this action, as rquircd by Code 
sccrion 6 104(c). 

I f  you have any qucstions, plcasc contact the person whose namc and telcphonc 
nurnbcr arc shown in thc hcndihg oft his Icttcr. 

**************** ******* ******** 
** ******* **** ****  ****  ********  ******** 

Sincerely yours, 

** ****  
****** ******** 
Associate Chief 



- 
Internal Revenue Service ' Deparfment of the Treasury 

Distrlct 
Director 

D 
*********
****************** 
*****************

CEXI'IFIED HAIL 

*** ********** ******** *********** **** *******  

*** ******* 
P******* **  **********  
****** *********** 

Telephone Number: 
****** * ** 

Refer Repl~ lo :  

Dale: FEB - 2 1998 

Mar Applicant: 

Wo hava considered your application for recormit ion of exemption from Federal 
i n c m  tcw under section 501(c) ( 3) of the Internal Revenue coda and have 
determined that -{ou do not qualify for exemption under that ac~ction. Our 
reasons for this conr:lusion and the facts on which it is base4 are explained 
helow. 

The information submitted shows that you were incorporated under the laws of 
t.he State of ******* on ************. You are organized and operated 
exclusively for educational and charitable purposes within the meaning of 
Section 50:(c)(3) of the Internal Revenue Code. 

Yew purpses state: "This corporation is a nonprofit public bnefit 
cormration and is not organized for the private gain of m y  person. The 
cormration is organized under the Nonprofit Public Be~efit Corporation Law 
for charitable anJ. educational purposes to aid the pcqr and disadvantaged 
individuals and families towards a life of self-sufficiency. Your program9 
will corlsist of, but shall not be limited to : Troubled youth, workshops, job 
traininq, job placement, Land Acquisition Housing, employment, literacy, 
counseliny, temporary shelter, teenage pregnagcy, substance abuse awareness 
and prevention, tutorinq, AIDS, Elderly care and other programs to aid those 
i t 7  need. 

You anticipate income frm gifts, grants and contributions from the public, 
and from Federal government programs. 

Your expenses are projected for salaries and benefits, rent, materials, 
cmp~ter software, e;rpew;able equipment, equipment, computer hardware, 
supplies, insurance, and comications. 

Yollr response to letter dated ****************, indicates that **% of your 
organization's tire wl?l he devoted to providing on-the-job-training to 
~crCerprivileged and/3r **skilled individuals in cosmetology and nail care for 
future empioq/ment , and **% of your organization's tima will be used to lease 
or purchase through financial institutions or wrsonak f inanclng abandoned or 
rundomed house for rehdiilitation for low to moderate income families and 
individuals. Irdividuals will be able to rent and/or.putchase the homes 
provided they meet qualifications standards establisheod by the financial 
institutj cn. 



Individuals selected for the job training program w i l l  servo a 24 month asr a 
amreatice hair dresser or three mnths as o ~ j . 1  technician, at  the " * * * ** 
***** ****** **** ". This salon is om& by the President of **** ***. 

Participants i n  the hairstyling program w i l l  ba required to pay an ini t ia l  fee 
of $******  to cover the mst of supplies and equipmgnt for the first s i x  
manths. After the f i r s t  s i x  months, participants may be amqwnsated for their 
sorvtces hnd k r i l l  be ~seiessed cr ~; - , f ; r a l  fee based on th i r  income by the 
ownerloporator of the salon for nrpplies, equipnent, and both  rental. Nail 
care traineos w! 11 yay an initial foe of $****  for w l i e a  and equipment; 
ml, after three mnths, the technician may be asrrssed a nominal fee f ran any 
inccsma, rcmived once determind coorrpetant to perform mhnicures/pedicurse. 

f '  
1 It bu t m n  sham that ******** ******* is paid $**** a year for salary ae 

Prosident of *******., at%*\ rwaives -****** of $*** an hour to pro***  job 
i 

i' ***** g. ** lariss are also paid to ***** * *   ($****  an hour) and ***   
I ****   ($****  an hour) to prwfde instruction. The indivfdualu are also 
! employees of **  * * *  * * * ***** *** **** . 

Sectron 501(c)(3) of the Internal Revenue Code prwides for exemption f ~ o m  
Federal income tax for organizations which are orqar,ized and opsrated 

I exclusively for charitable, religious, 6nd ducaticmal plr'poses, no part of 
the net earnings of which inures to the bnef i t  of any private shareholder or 
.~ndividual. 

Section 1 . 5 0 1 ( ~ ) ( 3 ) - l ( a ) ( l )  of the I~ome Tax Regulations provides that i n  
order to qualify for exernptim under section 501(c)(3),  an orqanization rmsrt 
k e  h t h  organized cud operatad exclusively for one or mre e x m t  purpsss. 
Failtue to mot either the orqanizat io~l  or aperatioM1 test w i l l  disqualify L 

orqanizat ion f run sxemtion under section 501(c) ( 3 ) .  

Section 1 . 5 0 1 ( ~ ) ( 3 ) - l ( c ) ( l )  of tho Requlations provides that an organization 
will ke rwarded as "operated exclUitively" for one or mare exenrpt wwses 
only i f  i t  engages primxi l y  i n  activities which accomplish w x h  puyx>ses. An 
orqanization w j l l  not be so regarded i f  mre than an insubstantial part of i t s  
activities i s  not in furtherance of an exempt purpose. Thus, i n  construing 
the meaniryi of the phrase "exclusively for ef5!lcational purposes" i n  Better 
~-ings_s_..W~-a~~~-VairteaStates, 326 U.S. 274 (19451, the Sugreme Court of 
the United States stated, "This plainly mans that lhe presence of a single 
non-educational purpse ,  if substantial i n  nature, w i l l  aestroy the exe,wtion 
reqardless sf the n&r or inqmrtance of truly educatior~l pmmses." 



Section l . S 0 1 ( ~ ) ( 3 ) - 1 ( 6 ) ( 1 ) ( i i )  of thra I m a m  ?ax Regulations states that an 
o r W t a t i o n  is not organized or operated. for any purpose under section 
501(c) (3) ,  unlefts I t  serves a public rather ttan e private interest.  l?w to  
mt the re~~i re rnen t s  of this a b p u ~ a p h ,  it is nemsrary for an 
orgluiizatim to establish that it is not orgardzad or operated for the b r m f i t  
of private interests ouch as designated i rml iv ih l s ,  the craator or hid 
fbnily, skeho ldo r s  of the orgajlimticm or p e r m  amtrolled, dirrctly or 
I n d i r ~ t l y ,  by such prlvatb inteteatr.  N o r m r ,  awn tku& an o r w i u t i o n  
M Y  ~ R V Q  O X W t  -68, it will K)t b6 C C K L ~ ~ ~ ~ A  m r ~ t j m  @ X C ~ W ~ W ~ Y  
for ru:h purmea, i t  mre  than an i h t ~ t i d l  part of itm a c t i v i t i ~ s  marw 
private i n l e r cn t~ .  

,F*ctton X.5Ol(c)(ll)-l~s)(l) of tho Roqulrtim prwlden &qt ~n arcrmir;;t~cm 
r r ~ y  met tho r m r i r m n t n  of =tion 501(c)(3) althctiyh i t  mrntcrr n trade or 
h(~iwnn na a m.dwtmtinl w r t  of It# ectivAtie#, i f  thl mrat lo tm of m h  
t rx?e or truinam ~ r r )  In Ituthernnco of thr, orgsnimtion'rr rxorrplt puma or 
prrmaan mI if t h ~  o r ~ ~ n i r a t i m  t e  hat orgluriowl or o p t a t &  for the primary 
putpoec! of carryllq c;? r t 7  u r b l a t d  trade ~r ~ ~ S ) P H O  m defirw! in nsctlon 
513. I n  dotarmininq tho e x i a t a m  or narrrrxirt~ncr of such prlaary mwm, 
a i l  t5e clrm:,vmt.c nxurt b m r & r e d ,  i n c l u d l ~  the size  axtrnt of 
a c t i v ~ t i ~ r .  which are i n  furtherance at on4 or mre  o x m t  ptupor;er. 

1:~ & t ; e r _ . B Y 3 ~ ~ ~ c b ~ t . ~ ~ ~ r t n i ~  326 U.S.  279-2133, (1945). t h  
court he14 that the extsterrcr of a sinole mi-csxe;lrpt  puyxwe, if nubstmtldl 
in  nature, wti \ destroy ~xov,tlon under sectirm X)l(c)(  3 )  reqardloas of thr, 
nlatwr or i m r t , m c e  of truly axenpt m s e s .  To qualify lor ox@fqtiorr undsr 
section Wl(c)!3) ,  tbe applicant organization mst rhoor (1) t b t  it  is 
orqmited and -rated exctus ive ly  for religious, or charitable pumwes. ( 2 )  • 

that m part of the net e a r n i m  inures to the brief it of 8 private lr%livibrral 
or s h ~ r e h ~ l d e r ,  and 13)  that no substantial paxb of its scrlvttien m i s t s  of 
the d?s5(?ml~t ion 3f P~ODJGM or othervise a t teaot tm to t n f l m - e  
Ieqislat ion or enqaqik in-pcl i t ica l  activity. 2 6  ~ e & r  v .  ~ m t ~ ~ i m r .  
318 F .  26. 032, (7th Crr. 1963). 

I n  h t e r ~ ' a m a l  ~ s t ~ f a d u d t e ~ . n l 3 d l ~ m m d a t ~ e v ,  m s m r .  56 T O !  11 10 
T.C. ).le4-n 1W9-36, t b  founder of an exerrpt organization for-prof r t  entity 
was i n  :I posltion to  uae the exerrpt entity to  h n e f i t  h i s  for-profit business. 
Tim exenat orqanizcticn contracted wi ih  the for-profit busmss to  perform 
servlcos on its behai f .  RR m r r t  ~ ; t a t M  that when a for-profl: entlty 
recelves b n e f i t s  from nn e x m t  orqanlzation, the exenpt orqanlzatirn is m t  
o ~ ~ r a t m 3  e~clusi~cly for tharitabls or m y  other w m e s  ns rratter how mny 
nxetrpt a c t l v i t ~ e s  i t  conducts. 

i r c m  U.JX rn.Jlc?y of ).OUZ artlvrt ies ,  i t  dC)Bs not a m a r  that j'w are oroanlzd 
cr  rate! sxclus'rvely lor c ,brl  table or cducat lorn1 purposrtr,. Thrt wyrer in 
which you are m d ~ c t i m  ) w r  act lvi t lse only serve8 to bnef  l t  y w  fomdsra 
and their relatives &d enployees, like thrp o r q m i t ~ t  ion described i n  
$temarroaal ..Fils t ~ ~ a I I w t ~ n t ? d t ~ ~ ~ t & L  



** ***  

inurement ~mscri~ticm ocnta8ned in Ragulations 1.50l(c)(3)-i(c)ll) 6tiitcn, 
that  an o r w i z a t i o n  i a  not -rated exclusivaly for  ons or mre e x q t  
w m e s  i f  its net ern* ,x?e i n  whole or  in pert t o  the benef i t  of 
private shnrc!mldars or  individuals. I m e m n t  is l ikely t o  arim where the 
f inancia1 bmf i t  reprcrsentr a transfer of the o rqmiza t im ' s  financial  
rsmucoa t o  an individual mlely W v i r t w  3 f  the Fndividudls re la t ior r~hip  
vrth t !M oru~rr . i z~ t  tun, and w i t h x t  r w r d  to tha ~ l i r i h m e n t  of a x w t  
rwr2wtsa . 

l n u r w n t  of incwm i~ s:rietly fo~~bidben Wt rwtim %ll(cl(3) uithout 
tma:d t o  :t& ,uKpJnt Invo1wt-i. ?hi9 vrolcr iv t im sppliaa to per so^ who 
tncdn!ncb (I! :hcrfr w r t l c u l ~ r  rolattanrrrrip with M o r w n i m t i m  have an 
q ~ m t c ~ t n k t y  to m t r o l  or inflwm  it^ ac t lv i t iee .  sUCh mtmna me 
fi~wi(1atw3 "iruidnrn" far purpomn of cbtmninirtq w t # t b r  t m r e  i n  inurelaant 
of i : v r v  Ca-era l  ly , an o r ~ 1 ~ 1 t z a t i m ' ~  off lcoru, dlrectarn,  fmrds r r ,  and 
t h e i r  f,vni!:crh am m x i d o r d  "ir,ai(ibrd"' 

P w ~ l a t i o r ~ n  1 . M t ( c , i 3 ) - l i c l i l )  indtcatea that an orqanimtion will  not h~ 
e x m t  m l a r  section M l ( c I ( 3 )  i f  m r a  than inaubatmrial  part of I t s  
a c t i v ~ t i a s  Ilr nc: in furtheraxa of an e x m t  m e .  W ,  an orqani;tstion 
nhrns opnratfom resul t  in private bnsf4 t  that  is mre than ~ m u b s t a n t i a l ,  
w l l l  rat br, amqidered 8s nerving an e x m t  pwpcm. this private bmf it 
rrchlblt lon applies t o  a l l  k i n 5 3  of perMKIs ard c roqs ,  rot just t o  "insrdere" 
mlbjwt t o  thc, mre s t r i c t  inurement yroscrfptim. 

i'vx use of tbe P r s s i d a ~ t ' s  for-prof it teauty salon as  s )obtrainincl p r m a n  
xrwl the p 3 p e n t  of instnrctor sa la r ies  t o  them earployw of t , h  for-proil t  
~. l lm, 1s not a charitahie use of fur& within the ~ a n i n a  of section 
Xl (c I l3 i .  

Ye are not raking a cloternination on tbe exewt s t a tus  of ywr houslm 
ac t iv i t i e s  utner sectlcrr 501(c)(3), as m t  enouqh i n f o r m t ~ o n  was prmfi2z: t o  
ch so. 

?firefore, ue tiaq*e concluded that you do ra t  qualify f o r  exenrtlon for% 
Federal !nmm tcx as m organitatiacr descrbed in section M l ( c ) ( 3 )  of the 
Code. i n  acmrrSmce wlth  t h l s  d e t e m . i ~ t l o n ,  you are required to f i l e  Federal 
i m  ta... returns on fonn 1120. 

Contritr~t1crn.s t~ :,m organization are not deductible by domrs under seztiorr 
1 7 0 ( c ) ( 2 )  o! the c d o .  

In amxd;in;:r! w i t h  t h e  pro;*lslow of swtlca 61C4(c) of tt.4 Code, A mi of 
t h i s  I s t t c r  % i l l  h dsnt t a  tta aFproprlata State  ~ f f i c l a l ~ .  



h; ****** . 

I f  YCU do tmt amta with aur determhation, you may request consideration of 
this matter by tb Office of Regional Dhector of Appeals. To do this ,  ycar 

I should f i l e  a written appeal as explained in the enclosed Rrblication 852. 
Y o u r  appeal should givs the facts, law, anr9 any other Fnfannation to mgqxx-t 

I m r  position. If y,cc v a t  u hearing, p l w e  request it when you f i l e  your 
appeal and you u i l l  Ca contacted to arrmqe a date. The baring may lm bald 
n t  the regional offifxi, or, i f  you reqwst, a t  my mutually convenient 
distr ict  office, I! you w i l l  tie represented by ftamwm who is not om of yarr 
principal officers, that prrsan w i l l  mod to f i l e  power of sttarney or tax 
inlormat ion at~?hotizatic\n with us. 

I f  you don't appeal this drtarminatian within 30 &yrr from tk dnte of this 
let tar ,  a~ u l c p l c r i d  in Mlication 892, thlr ls t tar  w i l l  becane cxu final 
dotcrrmih.tion i n  th is  mttar .  Further, i f  you do not appeal t h i s  
datamination in, a timly nunwr, it u i l l  I# cxwrsidersd by the Internal 
Revam Y%xvlce as a failura to s W t  administrative renredfea. Section 
7428(S) ( 2 )  of tha CMa provides, in part, that "A declaratcry judwmont or 

t docree under this sc-:ion ahall mt b issrred i n  any proceeding unless the Tax  
Court, th Claims Gout, or the district  oourt of the United Statos for the 
District o f  Colmbia deternines that thg orgdnimtion involved has exhausted 
administrative ramedias available to it. within the Internal R e v e m  service." 

A m a l s  admitted uhich do not contain a l l  the dacmntation rewired by 
Publication 892 w i l l  be returned for obcrpletim. 

& 

if p~ have any questions, please contact tM person whose mme and telephone 
r,umbr are shown i n  the hoadinq of this let ter .  

Sincerely, 

Znclosure: Publication 892 
cc:************************ **** ) 

* 

**** ***********  
District Director 
Soc~theast Reg ion 


